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The Outlook for Testing Effectiveness in 
Advertising 


By Dr. Paut LAZARsFELD 
Psychological Institute, University of Vienna 


The General Problems Involved 


Tes task of testing the effectiveness of advertising is amazingly compli- 

cated because such very different problems are involved. Pointing out 
these different aspects is an important condition for making some progress. 
The nucleus of the question is similar to the problem of epidemic medicine. 
Take some steps and the epidemic is reduced slightly ; is it due to the remedy 
or some incidental factors? By careful statistical analysis the problem can 
be solved. In the case of advertising, we come nearest to this situation if 
we take two towns where a product has equal standing, run a campaign in one 
of them and then watch whether there is a relative increase of sales, If 
we don’t consider for the moment limitations of time and expense, such a 
treatment is in general a solution. That solution would give us the “real” 
sales effectiveness of an advertisement, and we shall call it the standard 
solution of our problem; it probably will seldom or never be reached in 
practice, but it is a good yardstick for deliberation about the whole matter.* 
This standard solution has three very important short-comings: (a) it does 
not account for the good-will effect of advertising; (b) it does not reveal 
what element in our campaign would make for its success; (c) it is very 
expensive and involved. 


(a) A campaign will partly lead to additional sales and partly create 


1 The logic of the standard solution is treated for instance in C. Luther Fry’s Technique of Social 
Investigation, Chapter IV: “Quantitative Analysis. 
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good-will ; it will prepare the minds of people so that they will buy more when 
a new campaign is forthcoming. There are certain ways to measure good- 
will—association tests and attitude scales—which might be used with a 
standard solution. We shall not discuss this part of the question other than 
to stress strongly that it never should be overlooked. 

(b) It does not help us much to know, thanks to a standard solution, 
that a campaign was very successful. Here lies the difference between effec- 
tive advertising and effective medicine. If a medicinal remedy is successful, 
we want to use it over and over again; we certainly cannot do that with 
magazine copy. Suppose we were to shift from a newspaper to a magazine 
advertisement. We would certainly have to change the wording of our copy. 
If then the new tool proves successful, is it due to the new medium or to 
the new text?4 We shall term the problem of selecting the successful ele- 
ment in a campaign, the analytical problem. 

The analytical problem is important because only its treatment can 
contribute to a growing set of knowledge in the field of testing effectiveness. 
The ideal would be to gain from the analysis of previous campaigns a “lexi- 
con” of successful elements which in the future could always be combined to 
make new copy as the words in a dictionary can always be combined into 
new sentences. Although this aim is impossible to realize; it is at least clear 
that its opposite is completely useless. If we knew which of every campaign 
in the past was successful and which unsuccessful without any added analytical 
knowledge, all our testing would not help us at all in the future. The standard 
method can be developed so that it solves the analytical problem. Mail- 
order houses, for instance, might send to two equivalent prospects the same 
catalogue ; one with a blue and the other with a red cover. The comparison 
of the orders received would give indications as to what stake the element 
of cover color has in the campaign. 

There is only one case in which testing is successful without attacking 
the analytical problem, that is the consumers’ jury method. Here a selected 
group of persons is asked which copy of several samples would be most suc- 
cessful in their opinion. 1f this method proves valid, that is to say, if the 
forecasts are right, the advertiser will not find it so necessary to know 
what element in the copy led to its success. A very thorough and im- 
portant study of this method has just been made by Neil H. Borden and 
Osgood S: Lovekin.? It would be a great help if similar studies linking the 
different methods with each other and with the standard solution would be 
undertaken. 

(c) The great costs and implications of the statistical standard solution 
have led to efforts to find subsidiary procedures. Let us take, as an ex- 
ample, the recognition method developed recently by Dr. George Gallup. 
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The basic idea is to test by short-cut experiments how much attention an 
advertisement attracts, the supposition being that an advertisement which 
arouses attention will be successful as a sales-getter too. A similar idea is 
implied when we use coupon returns for measurements of effectiveness; we 
suppose that an advertisement which leads people to write in for a booklet 
will lead them to buy. We will call such methods short-cut procedures, 

These short-cut methods involve in general two problems: The prob- 
lem of reliability and the problem of validity. If people say that they have 
seen a certain advertisement, that might or might not be true. If people 
believe they have seen a certain General Electric ad, but in reality they have 
seen a previous one and mixed them up, we call it an unreliable procedure. An 
effort to increase the reliability of the recognition method led Henry C. Link 
to the development of his triple-associate test.1 Instead of asking “Have 
you seen this Chase and Sanborn copy?” he asks “Who is advertising ‘Look at 
the date on the can’?” In this way he is sure that people who give the 
right answers really have seen the ad. But although his method is more 
reliable, it is not necessarily more valid. We shall call a short-cut method 
valid if it is a good substitute for the standard solution, if its results are 
really. able to ascertain if a certain campaign has led to increased sales, It 
might be, for instance, that the coupon method is more valid than the triple- 
associate test, because sending a coupon is psychologically nearer to an actual 
purchase than remembering an ad. However no proof has been given for 
that so far, 

Let us now summarize. The testing of effectiveness of advertising is a 
problem identical with the very general problem of testing on a statistical 
basis the effects of a social measure. The standard solution which can be 
worked out theoretically would not cover the good-will effect of an advertise- 
ment; still it would be the most advanced measure of effectiveness. Being 
very involved and costly, it is very often substituted by short-cut methods. 
These short-cut methods are the more valid the closer they relate to the 
standard solution. Most of the short-cut methods involve the problem of 
their own reliability. For all the methods, we have to distinguish between 
the testing of the effectiveness of a campaign at large and the solving of 
the analytical problem; that is, to decide what element in the campaign led 
to its effectiveness. We have limited ourselves to a brief outline of the 
basic principles of our problem. The methods themselves can be found in 
most of the modern textbooks of advertising. We would not be justified in 
wasting space here for a mere repetition which in any case could not and 
should not substitute a careful study of the important work which has been 
done in this field. The rest of this paper will be devoted to experiments of 


the writer regarding the method which has been neglected so far: testing 
effectiveness of advertising by direct interview. 


3 New Psychology of Selling and Advertising, Macmillan, New York, 1932. 293 pages. $3.00. 
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II. The Method of Direct Interview 


From a logical point of view the best short-cut method should be to 
select a group of people who have purchased a certain commodity and ask 
them why they bought it. If all the people who were induced by advertising 
to a purchase would tell us so, we would have a perfect method to test a 
campaign. The number of people reporting the influence of an advertise- 
ment would be the best index of its effectiveness. Why then has this method 
actually never been used? 

The reason which will be given by almost every research man is that in 
his opinion direct interviews in this field are extremely unreliable. Three 
main causes are advanced for this unreliability: People are not aware of 
the influence advertising has upon them; if they are aware of it, they forget 
it soon ; and if they don’t forget it they would be ashamed to confess it. 

One could argue back and forth on these three points. Why should peo- 
ple be ashamed to report effectiveness of advertising? Isn’t it rather that 
the advertising man is sometimes ashamed of his own business and imputes 
the same feeling to the housewife? Why should people forget the influence 
of advertising so quickly? Psychology has proved recently that items with 
which an individual is actively concerned are less subject to the fallacies of 
memory. And why should they not be aware of those influences? Adver- 
tisements have to be seen or heard by customers in order to be effective; 
how could we avoid being aware of their importance in our activities? 

Of course at the present stage of psychology many arguments for the 
other side could be brought up and the matter would probably remain com- 
pletely unsettled on the level of purely theoretical discussion. Therefore, 
the main argument of the opponent to direct interview is always practical 
experience. Here is a table which seems to prove completely how futile it 
is to use direct interviews for testing advertisements. About 1,000 house- 
wives gave these answers when asked why they use a certain brand of cereal: 

Why do you use this brand? 


That looks rather hopeless. Cereals are highly advertised and it is 
practically out of the question that only 2 per cent of the customers are in- 
fluenced by it. So surely the method of direct asking is wrong. 


2 ney Psychology. By Gardner Murphy. Harper & Brothers, New York, 1933. 657 
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But there is still one point to be settled. What does a housewife 
understand by your question when you ask her why she uses a brand? She 
might think that you want to know how she first came to use it; then she 
would say that a friend advised her or that she was reading an advertise- . 
ment or something similar. Or she might think that you want to know 
what about the cereal is attractive to her. Then she might speak about quality 
or package, etc. But how can we know how the housewife interpreted our 
question? It seems that in a table similar to the one above, two different 
situations are mixed indistinguishably. Some women speak about the influ- 
ences which led them to try this brand. Others speak about the attribute of the 
brand which induces them to continue using it. If all the women feel that 
you are asking them about the attributes of the cereal, mone of them would 
speak about the influence of advertising ; but that still doesn’t prove that you 
could not get information on the advertising influence if you asked them in 
the right way. So if you want to be sure that the influence of advertising, 
if any, has been ascertained, you have to frame your questions so the respond- 
ent will understand what you are asking. 

The writer has analyzed the psychological problems here involved in full 
detail in a paper entitled, “The Art of Asking Why.” As an outcome of this 
analysis, experiments have been undertaken in Vienna. Due to the facili- 
ties of the Institute for Psychological Field Work in Vienna, we could inter- 
view many thousands of women in regard to very many commodities. By 
asking questions in different forms to different sets of 1,000 housewives each, 
equally matched socially, we obtained the results upon which this present 
report is based. 

The general question, “Why do you use this brand?” furnished only 
2 per cent of answers pertaining to advertising as shown in the previous table. 
Following up the psychological analysis just outlined, another, equivalent, 
set of 1,000 women were asked in regard to cereals: 

a. What led you first to buy this brand? 

b. What advantages has the brand? 

The main answers obtained in this way are recorded in the following 
two tables: 


What led you first to buy this What advantages has the 


1 National Marketing Review, No. 1, 1935. 
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The first question is really the one which interests us. Advertising 
accounted for 24 per cent of the influences recorded. So we see that by 
psychologically-adjusted interviews we get a remarkably high figure which 
at once makes obsolete all the arguments of those who say that no such in- 
fluences are reported. If women realize from the way we word our questions 
that we are asking for influences, there is apparently no difficulty in getting 
reports about advertisements as well as influence of dealers or other recom- 
mendations. 

There is one much discussed example which will help us to make our 
point quite clear. It happened that women who used Ipana Tooth Paste 
gave as their reason that they wanted to avoid “pink tooth brush.” Here 
evidently was a concealed influence of advertising. But if you stop to think 
for a moment this problem arises: from what source did these women find 
out that Ipana Tooth Paste prevents “pink tooth brush” before they used it? 
Any average interviewer will be able to get this point over to a woman and 
ask her how she knew that Ipana would help her that way. Then the 
respondent will either report the advertisement or say she doesn’t know. 

Actually it is possible to show the importance to our problem of the 
right sort of interview with any commodity selected at random. We finish 
our argument by inserting another group of tables pertaining to vinegar. 
The first table again gives only 1 per cent advertising influence because of 
the ambiguous question. In the second table where the question pertains 
clearly to influences, the importance of advertising rises to 12 per cent under 
completely comparable conditions. 

Why do you use this brand? 


What led you first to buy’ this What advantages has the 
brand? 


Quality (specified) .... 


Other recommendations. 17 
i 12 


I2 


7 


—— 


100% 
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In both examples the number of “does not know” is not considerable. 
That seems a great asset to our method ; the reason is that the sort of interview 
we are suggesting helps the respondent considerably to remember details of 
his purchase. The entire technique aims to get the history of the purchase 
just as it went on from step to step. Everyone knows that such a concrete way 
of interviewing helps very much an exact recollection. If we cannot find a 
book, we try to visualize very clearly the last moment when it was still in our 
possession. Then we try to remember from that moment on every move 
we made, because we know from experience that finally we will stumble 
in our memory over the moment when we put the book away. Certainly 
many of us find lost objects in such a way. The technique of interviewing 
that we are advocating, is very similar to this procedure.* 

We first see an advertisement, then we ask a friend his advice and 
he confirms the statement of the ad; then we look at the object and like 
certain features of it; it might well be that the advertisement only made us 
look at the commodity and that we bought it for reasons which were 
not even mentioned in the ad. That makes it quite clear that the number of 
reasons reported in 100 purchases will be many more than 100. If we ask 
—as we did in our example—separately for the influences and attributes 
which determined every purchase we would have a minimum of 200 determi- 
nants. But it might well be that the number of influences alone exceeds 
considerably the number of respondents. But just because we give to our 
respondents the opportunity to review the whole purchase instead of forcing 
them to select one “reason,” we are likely to catch most of the advertising 
influences which actually played a part. 

There are certain statistical problems which result from this multiplicity 
of reasons. We might either compute what percentage of the respondents 
mentioned the influence of advertising, or we might compute what percentage 
of the influences reported were advertising. It doesn’t make any difference 
because in any case the figures are used comparatively, and actually very 
definite differences show up between different commodities; apparently the 
effectiveness of advertising is by no means alike in different markets and our 
method reveals its relative strength. The following figures all pertain to 
Vienna, spring, 1935. 

Advertising as an influence for different commodities; percentage of 
influences which pertained to advertising : 


Cough drops 
Cigarette paper 
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As is the case with the other methods mentioned in the first part of our 
report, the method of direct interview needs much additional research. It 
should be linked with other short-cut methods and its reliability should be 
made clearer. However it has one immediate advantage: Its validity does 
not need to be discussed. Our interviews catch the purchase in its making, 
provided the procedure is reliable, and therefore it is as closely related to 
the actual sale as the standard solution. It would be very important to con- 
tinue and refine on American material the efforts reported here from a for- 
eign market. In this country little university work is done in the field of 
psychological market research. Its progress came all from direct contact 
with industries. The method of testing effectiveness of advertising by direct 
interview, therefore, will get a chance only if businessmen feel that some 
practical use can be made of it. Therefore we endeavored to collect on our 
own experiments evidence for such practical implications. 

The most immediate use to which such figures can be put pertains to the 
effectiveness of different media. We saw in our previous table that 9 per 
cent of our respondents were influenced by advertising to buy hats. We did 
not limit ourselves to this plain statement; we kept on asking which adver- 
tisement it was that played this role. We got the following distribution 
of answers: 

What led you to buy? 

Newspaper 
Street car advertisements. . 


Miscellaneous 


It is evident that newspaper and street car advertisements play a greater 
role than any other medium. It might well be that less money was spent on 
street car ads than on newspapers and therefore the former are preferable 
as to dollars and cents. But that is an easy problem of computation for 
which the psychologist is not needed. He has to ascertain the psychological 
effectiveness ; to relate it with advertising expenses is a task for the account- 
ing office. 
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The measurement of media effectiveness can even be pushed to differen- 
tiate between different groups of customers. The Viennese fair opens every 
fall on a different date. So we asked visitors of the fair how they learned 
about the date of opening. We got the following table: 


Viennese Fair 
How did you know the date of opening? 


It is curious to see how men apparently read more newspapers and 
use more street cars than women, whereas radio plays a much greater role for 
female visitors. For American readers it might be striking that this is the 
only table in which radio appears as an advertising influence. The reason 
is that there is no commercial broadcasting in central Europe; but the fair 
being a public activity can be advertised over the radio. 

The following two tables are self-explanatory and they will give an 
impression of the wide variety of data which can be obtained by direct inter- 
view. We especially point out how clearly the fact is reflected that sales 
people for selling cleansers are only employed in rural districts and not in 
cities. The reader is asked to study for himself the differences between 
each of the two corresponding columns: 

How did people learn about a shoe sale? 


Men 
Window display 46% 
Advertisement 


be 
pes 
ng, 

to 
on- 
or- 

of 
act 
ect 
me 
our 
the 
per 
did 


8% 


Happened to be in store 
Does not know 


Effective advertisement of cleansers; percentage of 
respondents buying influenced by 


City Rural 
10% 
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There is no limit to going into details. It is, for instance, possible to 
break down the advertising influence according to the b ands to which they 
pertain. The following table shows how much more brand “C” is bought 
according to advertisement than brand “A,” as revealed in a study of a shoe 
market. Another way to break down the same situation is to compare one 
special brand with the average. So we see that the hat of brand “A” is sold 
with the help of advertising far beyond the other brands. 


Hats 


It might look as if by proceeding further into more detail we could 
approach the analytical problem. The study would be to ask what element 
in the advertisement led you to follow it up. But we have no right to take 
this possibility for granted from our experience so far. We are convinced, 
as a result of our experiments, that people can give account of influences 
which were operative upon them. But when it comes to distinguishing de- 
cisive features or attributes of an object, we might enter a psychologically 
totally new situation. People are able to say which hat they like but they 
are certainly much less able to point out an element in the hat which makes 
it likable. They know that an advertisement influenced them but they may 
not realize what in it was effective. The problems involved include among 
others psychological problems of product improvement and are just now 
the object of further studies. 

A German proverb says that the master is recognized by his limitations. 
We feel that the method of direct interview is only valid in a limited field 
of psychological investigation, but included in this field is the testing of 
effectiveness in advertising. 





1935 CENSUS OF BUSINESS 


The 1935 Census of Business as an Aid to 
Better Marketing 


By Vercu. D. REep 
Chief, Wholesale and Retail Trade, Bureau of Census, 


Department of Commerce of the United States 

Lae because of insistence on the part of business men themselves 

this new Census of Business for 1935 is being taken. An appropriation 
has been set aside under the Work Relief Fund for the purpose. We believe 
this will be the largest and most inclusive study of distribution ever made. 
Considerably more than three and one half million establishments will be 
canvassed through the use of a field force of about 28,000 and an office force 
which, at its peak, will be close to 3,000. The scope of the Census includes 
wholesale and retail trade ; hotels ; insurance and real estate; business services 
and amusements ; banking and finance (still under consideration) ; advertis- 
ing agencies (through special mail questionnaires) ; certain phases of trans- 
portation, such as busses, trucks and taxis; radio broadcasting stations; and 
construction. , 

This Census is intended to present a true picture of the present condi- 
tions existing in American business and to afford the means of accurate 
comparison with conditions existing in 1929 and 1933, thus furnishing the 
most dependable and far-reaching guide to sound planning that has ever 
been provided by our government. Distribution changes are so rapid and so 
complex in their ramifications that business executives cannot be fully aware 
of their significance except through authentic data collected and interpreted 
on a nationwide basis. This Census will afford a yard stick of comparison 
on a uniform plane by many territorial divisions and kinds of business and 
will equip the American business leaders with much needed facts for chart- 
ing a recovery course. 


New Facts to Be Collected: 


You will note from the remarks on scope that the number of fields cov- 
ered has been extended considerably beyond those of any previous census. 
I shall now confine my further remarks entirely to wholesale and retail 
trade, since this is the division of the work of which I shall be in charge. 

We hope to secure a much more complete picture of employment than 
has been possible in the past. In addition to the number of full-time em- 
ployees by months and total pay roll for 1935, we are collecting—on the 
basis of a sample week ending October 26th—a cross section of employment 
and distribution by full and part-time employees, full-time payroll, total 
number of hours worked and number of part-time employees, All of this is 
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to be broken down by types of employees, separating them under classifica- 
tions such as selling and non-selling and warehouse (in wholesale trade). 
We are including the cooperative groups or voluntary chains and hope to 
secure facts as to the character of the groups, whether or not they operate 
warehouses, and percentage of purchases made by retailers through such 
groups. We are asking for information on leased departments and their 
sales. We are separating cash and credit under three heads: Open Account; 
Installment or Other Deferred Payment Plans; Cash and C. O. D. Sales. 

A special inquiry is being included concerning stores in which grocery 
sales amount to 25 per cent or more of sales volume. Through this, we hope 
to get a better idea of the merchandise lines handled by the general store. 
More attention is being given to commodities and we hope to give you in- 
formation—at least by selected areas—in even greater detail than was shown 
in the 1929 census. In the short forms, intended for all stores under $50,000 
volume, a check list of commodities handled is included. In the !ong form, 
which wili go to all stores with volume over $50,000, dollar values by com- 
modity classes will be secured. 

‘On the question of rents, which offers many difficulties, we are attempt- 
ing to secure, through the use of two questions, a clear, dependable and use- 
ful figure. 


In the wholesale census, new phases to be covered are: 


. The radius of coverage or sales territory served. 

. Segregation of sales to industrial users. 

. The industrial distributor is being recognized as a distinct type of 
wholesaler. 

Domestic and export sales are being segregated. 

. Goods held on consignment are to be reported and shown independ- 
ently of owned inventory. 

1 The. commodity classifications to be used have been improved, we 
believe, through cooperation with various trade associations in the 
attempt to secure widely accepted and recognized nomenclature. 

. A complete expense breakdown is being used for wholesale mer- 
chants, including industrial distributors having a sales volume of 
over $50,000, the fact being recognized that wholesalers having a 

_ volume of less than Sanju are not only far from typical but usually 
have questionable wholesale recognition. 

. Types of wholesalers will be shown so that the sales volume of the 
widely so-called legitimate wholesalers can be rated without diff- 
culty from the volume reported by special functional middlemen. 


How Will the Results Be Particularly Useful in Determining Definite 
Trends? 


Decided trends can now be shown which have never been possible of 
projection before because of the lack of comparable material. Comparison 
with 1929 and 1933 will make available, for the first time, a dependable three- 
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point curve which should point out the most significant economic changes 
occurring since 1929. This should clearly enhance the value of both the pre- 
vious censuses. Neither national planning nor individual planning is possible 
without the pertinent facts and comparisons afforded and the result should 
furnish a nationwide guide for sounder marketing plans and policies. 


How Can You Make This Census More Useful? 


Since this is a business man’s census undertaken to assist him in his 
planning and policy building, it is quite evident that its usefulness will be 
greatly increased through the constant cooperation of our retailers and whole- 
salers. Those who represent trade associations or trade papers will not only 
serve their members and readers but will increase the dependability of the 
data by cooperating with us, by informing as many as possible as to the 
importance and use of the facts. We need your help in assuring careful 
reporting. We need your help in acquainting the smaller business man, in 
particular, with the uses to which he can put these facts. Many leaders have 
come to Philadelphia for conferences entirely at their own expense and have 
labored unselfishly with us for days at a stretch to help us solve the many 
problems involved and assure the greatest amount of data with the least 
amount of cost in money, time and effort. 

We want to stress particularly that individual reports will be held in the 


strictest confidence. Help us stress this fact. These reports will not be 
available to tax collecting agencies nor to any other government bureaus. 
They cannot, therefore, be—by any stretch of the imagination—used for 
government regulation and they are not subject to subpoena in private or 
other litigation. Rest assured the Census Bureau will keep faith mercilessly 
in this respect. 


When Will the Facts Become Available? 


We are definitely committed to issue preliminary reports not later than 
July 1, 1936. As rapidly as state coverages are completed and tabulations 
can be made, releases will be made by states. As soon as all state summaries 
are released, we will begin to prepare special reports and will quickly make 
them available to you. The number of special reports to be issued will be 
as great as possible, subject only to the limitation of our appropriation. 

This is your census. We are trying in every way possible to make it of 
greater value to you, and only with your help can this be made a public 
service of which we can all be proud. 





Current Comment 


THE GOLDEN RULE OF PROFIT 


Tue curse of does not lie in 
their making, but in short sighted and selfish efforts to monop- 


olize them. 


Even the radical socialist will agree that he aims at a maxi- 
mum sum total of national profits. He may contend that 

fits should be measured primarily in terms of rational 

man satisfactions, but he will still admit that the great bulk 
of such satisfactions must have their immediate measure in 
terms of money. 


iety exists and men live and work together for the sole 
reason that the total of their profits, however measured, is 
greater when they cooperate than when they live apart. 


The sum total of wage payments is greatest, and individual 
wage rates are highest, when the trend of business and indus- 
= B soe is toward a oo Rising _ “ profit 

mulate new enterprise, with accompanying employment 
and full dinner pails. If workers could but see their own true 
interests in times of business depression, they would lend all 
their efforts to increase business and industrial profits, rather 
than to throttle or reduce them 


Before the court house in a Southern county, there stands 
today a monument to the boll weevil—a tribute to the ulfi- 
mate beneficent influence of this cotton pest is enforcing 
a diversification and improvement in Southern agriculture. 
Some day, perhaps, when a minimum of straight thinking has 

- taken place, we shall erect a similar monument to profits and 
the profit motive. When we have done this, we shall, per- 
haps, realize that honor should be paid not to small profits, 
but to the largest possible profits. 


Our myriad sentimentalists will stand aghast at this latter 
statement—but all the facts of human experience are against 








Every transaction of national and international commerce, 
every human effort, and every human relationship involves 
a quest for profit—and the greater the profit, the sounder is 
each trade and each human interrelation. 


The golden rule of profits is nothing new. It is as old as 
constructive human effort; it is the basis for all sound trading; 
it is elementary wisdom in all human relationships. 


What then is this rule? Simply this—"No trade and no 
human relationship is sound unless both parties share fairly in 
a common maximum profit.” 


The wise producer seeks security of profit and the growth 
and expansion of his business in making certain that he ‘serves 
the real needs of his customers and builds their profits as he 
builds his own. The wise merchant builds equally on the con- 
fidence and satisfaction of those who buy from him. The wise 
employer makes certain that each employee shall profit, as 
he profits, from cooperation in their mutual efforts. 


Beyond all this, the ultimate of wisdom lies not in exact- 
ing the maximum individual share in the profit from each 
transaction, but in holding to a fair balance in the distribution 
of profits and in seeking a greater total of returns through 
expanded operations. 


In every business and industrial undertaking there lies always 
a wide range between a wholly selfish and a more enlightened 
attitude towards profits, within which range the total of profits 
will vary iittle. racter in a business, like character in an 
individual, is measured by a consistent effort to work alwa 
on the side of a liberal and enlightened view—of re 
makin , rather than simply getting them. The busi- 
ness which truly makes profits through constructive service 
will live and prosper long after the business which seeks 
to get profits through sharp trading has shriveled and is 
forgotten. This needs no telling to the great majority of sound 
and progressive business leaders—but it cannot be too often 
opm * those who think of profits wholly as Shylock's pound 

es 


M. C. RORTY. 
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GENERAL MANAGEMENT 


Prospects for Business in 1936 


The vice president of the Cleveland Trust 
Company states that if recovery contin- 
ues at the present rate, it will be six years 
before we recover everything we have lost. 
Moreover, he says, the present recovery is 
largely in consumer goods, and he doubts 
that the transition to recovery in the dur- 
able goods will take place next year. Un- 
til steps are made toward balancing the 
budget, private enterprise lacks confidence, 
he contends, and until private enterprise 
takes hold, the government seems unwilling 
to try to balance the budget, and discon- 
tinue spending which is holding up recov- 
ery in consumer goods. 

Business in 1936 he forecasts will con- 
tinue in the same direction as it has this 
year; that is, there will be increased pros- 
perity in the consumer goods field. He 
“hazards” specific figures for the 1936 in- 
crease in certain industries. By Leonard 
P. Ayres. The Clevelander, December, 
1935, p. 3:3. 


Training for the Public Service 


It is stated in this pamphlet that the ac- 
celerated expansion of governmental activi- 
ties has revealed the need of a trained corps 
of administrators, and that within the last 
few years, over thirty-five educational in- 
stitutions have announced programs of 
training for the public service. Since it is 
held that such efforts should be related to 
the needs of the service and the possibility 
of absorption of the trainees, a conference 
was called at Princeton to see whether cri- 


teria could be agreed upon by which to 
measure training programs. 

It was the consensus that educational 
preparation for public service should not be 
too specialized; that a new point of view 
was needed rather than new schools. The 
need for post-entry or in-service training 
was emphasized; reports were given of a 
number of such training programs now be- 
ing carried on, of which little is known 
generally; and the device of “internship,” 
as a part of training, was appraised. Edi- 
ted by Morris B. Lambie. Publication No. 
49, Public Administration Service, 1935. 
49 pages. 


Commodity Prices and Government 
Policies 


The author, who is professor of mar- 
keting, Harvard Graduate School of Busi- 
ness Administration, states: 

That commodity prices are due for a rise 
in the coming five or six years due to three 
factors: a natural rebound from the depths 
of the depression; an artificial shortage 
created by restrictive actions; and the cur- 
rency and credit policies of the Administra- 
tion; the last named is the most important. 

That with a revival of business there will 
be a revival of demand for funds in the 
money market. Because the Government 
has borrowed so much money, the banks 
now hold terrific quantities of bonds on 
which they may legally issue money. As 
this money is issued by the banks to meet 
the demand for new capital the effect will 
be the same as printing press inflation— 
higher and higher prices, more and more 
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feverish investment, until the bubble once 
more bursts. 

President Roosevelt alone, the author be- 
lieves, is responsible for this condition, 
though he has no desire to cause an eco- 
nomic catastrophe, he is too willing to take 
a chance for the sake of political advan- 
tage. The situation is not, however, alto- 
gether hopeless. A balanced budget, a 
strenuous effort to curb the tendency to 
bond inflation, and the realization by busi- 
nessmen of the cause and nature of the 
impending rise in prices will do much to 
reduce its effects. By Melvin T. Copeland. 
Credit and Financial Management, Decem- 
ber, 1935, p. 6:3. 


Will Commodity Prices Fall? 
The influence on commodity prices of 
what the author considers the two main 
factors in the commodity price rise since 


March, 1933—the revaluation of the Amer- 
ican monetary unit and the world crop 
status due to the droughts here and abroad 
—has been adequately discounted, says Mr. 
Hostetler, and the biggest part of the 
wholesale price rise is behind us. 

One reason the author offers for this 
statement is that, now that the farmers in 
the midwest and the silver producers have 
been soothed, the consumer is beginning to 
be pinched, and must be placated. Another 
reason he gives is that even though all the 
ingredients for a first-class inflation are 
present, the leavening agent, or the psy- 
chological factor of confidence, is still lack- 
ing. Although the long-term trend of 
prices is upward, he concludes, the upward 
trend of the past three years will be se- 
verely curbed during the next two years. 
By L. Merle Hostetler.. Modern Finance, 
December 15, 1935, p. 274:2. 


FINANCIAL MANAGEMENT 


The Regulation of Investment 


The purpose of the SEC, says its chair- 
man, is to provide a regulatory scheme di- 
rected toward making the processes of in- 
vestment easier to understand and less sub- 
ject to certain well-recognized dangers. In 
the marketing of any ordinary commodity, 
complete knowledge of the goods sold is 
considered the purchaser’s inalienable right. 
So let it be with stocks and bonds. 

The fairness of the law, he continues, 
demanding the registering of securities is 
evidenced by the fact that only a few in- 
dustries decided that the value of an ex- 
change market was not worth the cost of 
disclosure involved. 

The hesitation of a few local companies 
to list their securities on the smaller ex- 
changes in their marketing areas, it is 
stated, cannot be justified upon the basis 
that the security-holders are not entitled to 
the information which would be required 
for listing. It springs rather, he says, from 
the fact that companies often do not find 
the mechanism of the local exchange well 


attuned to what they consider a proper 
market for their securities. He concludes, 
therefore, that efforts should be made to 
better adapt these exchanges to the legiti- 
mate requirements of business. 

With the weeding out of the definitely 
fraudulent brokers and the realization of 
the advantages that will accrue to securi- 
ties and brokers that are listed, and with 
further acquaintance with the idea of su- 
pervision, business, he forecasts, will come 
to take the now radical SEC as a matter 
of course. By James M. Landis. Vital 
Speeches of the Day, December 16, 1935, 


‘p. 172:3. 


The Certified Public Banker (C. P. B.) 


In the opinion of the authors, the recent 
banking difficulties in the United States em- 
phasize the need for the licensing of bank 
officers. To show what, in their judgment, 
is the proportional importance of such a 
step to the whole banking situation, a de- 
tailed statement of other needed banking 
reforms is set forth. 
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They outline the report of the committee 
of the Illinois Bankers Association which 
advocates a simple state license based upon 
educational training, experience, and char- 
acter, for bank officers excluding directors. 

The writers advocate licensing of bank 
executive officers because of the public 
utility nature of banking; to keep out in- 
experienced and dishonest bankers; to im- 
prove control of the quality of bank credit; 
to facilitate and coordinate business and 
credit planning as one means of avoiding 
the extremes of the business cycle. 

They elaborate on the bases for grant- 
ing a license set forth above in reference 
to the Illinois Bankers Association, and de- 
scribe in detail an administrative setup for 
licensing, illustrated by a chart. By Stuart 
Putnam Meech and R. O. Byerrum. The 
Journal of Business of the University of 
Chicago, October, 1935, p. 319:19. 


Valuing Unit Companies in Combines 

The approach to valuing units for com- 
bines, says the author, may be through 
catch-as-catch-can trading tactics, or a 
highly scientific procedure. Value, he 
states, is gauged by necessity to satisfy an 
end, and in valuing units for combines the 
value may be determined by the purpose for 
which the unit will be used. 

The value factors which are discussed 
are integration possibilities, “going value” 
of a concern, “liquidation value,’ and 


Insurance* 


Deductible Form for Casualty Risks 


W. W. Greene, Vice President, General 
Reinsurance Corporation, has spoken at 
length concerning needed changes in cas- 
ualty underwriting. He is quoted as saying 
that there is too much rigidity of coverage, 
and while granting that no company should 
be permitted to offer any contract at less 
than a safe rate, it should be permitted 
to write a restricted deductible contract at 
a proper differential, provided the assured 
is good for the difference in limits. 


“nuisance value,” patent value, and good- 
will value. In this last category he dis- 
cusses trade and consumer good will, and 
especially good will spoken of as the capi- 
talization of earnings for valuing equities 
of units for a combine. By Philip S. Shoe- 
maker. Modern Finance, December 1, 1935, 
p. 250:2. 


Depreciation and the Financing of 
Replacements 

The author gives quotations to show that 
the concept of depreciation accounting as 
a provision for renewals and replacements 
instead of as an accounting for past ex- 
penditures is widely accepted, even though 
he says such a concept is illogical and leads 
to inequitable distribution of costs and mis- 
leading statements of income and financial 
conditions. 

He points out that this concept leads to 
the use of reproduction cost, instead of 
original cost, as a basis for depreciation, 
depreciation as an appropriation of net in- 
come instead of net earnings, and the im- 
pression that depreciation reserves are 
sometimes useless. 

In the author’s own words, “The finan- 
cing of replacements is an important prob- 
lem in the financial administration of a 
business enterprise, but it is quite distinct 
from the problem of accounting for de- 
preciation.” By Perry Mason. The Ac- 
counting Review, December, 1935, p. 318:7. 


Mr. Greene further observes that when 
the assured spends his own money, he be- 
comes interested in accident prevention as 
he seldom is otherwise, and the experience 
consequently improves. 

The author also has much to say con- 
cerning the coverage of multiple hazards 
in one company, pointing out that the sys- 
tem of permitting one company to transact 
all classes of insurance business is unques- 
tionably successful in Great Britain, and 
sees no reason why one company with ade- 


© Insurance abstracts are contributed by P. D. Burrzazey, Assistant Treasurer, Graton & Knight 
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quate resources should not be permitted 
to do the same in this country. It would 
enable the companies to serve the insurance 
public more efficiently and economically, 
it would stimulate business through elimi- 
nation of vexing uncertainty and costly lit- 
igation. The Eastern Underwriter, No- 
vember 22, 1935, p. 37:2. 


Where Does the Manufacturer’s Lia- 
bility Cease? 

Judgments aggregating $120,000 were ob- 
tained against a manufacturer, and the man- 
ager thereof, because an engine, which was 
being demonstrated, burst a flywheel injur- 
ing several persons. An interesting feature 
of the case is that the injured were visitors 
in the plant. The question of whether the 
injured persons were in the premises on 
invitation proved to be an important angle 
of the case. It may also be noted that the 
manager was a defendant, which empha- 
sized the need for including officers as in- 
sureds in liability policies. The Casualty 
Insuror, November, 1935, p. 8:2. 


Garage Keepers’ Legal Liability 

A garage keeper to whom an automobile 
is entrusted for repair or storage is a 
bailee for hire, and he is bound to use 
reasonable care to protect and preserve the 
car, and is liable for his negligent acts. 
The posting of signs denying responsibility 
does not relieve the garage owner from his 
legal liability. Court cases are cited. East- 
ern Underwriter, November 1, 1935, p. 29:1. 


Canceling Policies by First-Class Mail 

After experimenting for fifteen months 
in canceling fire policies for non-payment 
of premium by first-class mail, with a post 
office receipt, rather than by registered 
mail, the London Assurance group is now 
authorizing the use of first-class mail for 
such purpose in states where registered 
mail is not required. It is reported that 
many other companies are using the same 
method. The only reason for the use of 
registered mail was to secure some proof 
of service, and the registered mail plan has 
not been altogether satisfactory because a 


receipt has, in some cases, been signed by 
some person other than the assured, leav- 
ing the policy in operation. 

With the government now permitting the 
use of its receipt form, indicating accept- 
ance of a letter by the post office for de- 
livery, the non-registered notice is consid- 
ered ample, and constitutes a legal notice. 
The Eastern Underwriter, November 1, 
1935, p. 1:1. 

Editor's Note: The foregoing practice 
would appear to jeopardize the interest of 
policyholders, for they may never know 
that their insurance has been canceled. Pro- 
viding the method is used only for cancela- 
tion when premium has not been paid, there 
can be little sympathy extended to the 
victims, but if applied in the case of other 
cancelations, serious results may accrue. 


Partial Overturning Is Covered by 
Transit Policy 

The California Circuit Court of Appeal, 
recently held in the case of Carl Ingalls, 
Inc., against Hartford Fire Insurance Com- 
pany, that the language in the policy was 
broad enough to cover both partial and 
complete overturning of a vehicle which 
resulted in dumping of the load. Eastern 
Underwriter, November 11, 1935, p. 29:1, 


Insurance and the Law 

During an address before the American 
Bar Association, F. Robertson Jones, Gen- 
eral Manager, Association of Casualty & 
Surety Executives, offered constructive 
criticism on decisions of both courts and 
administrative officials, not directed merely 
to exceptional or isolated cases but to a 
widespread and growing general tendency. 
He points out that the legal systems in 
various states are developing in a variety 
of ways that affect adversely the proper 
functioning of the business of insurance, 
especially in the compensation and casualty 
fields. 

It is pointed out that the real objective 
of insurance is not gambling but to reduce 
the risk of life or fortune for the insured. 
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little more than a distribution of risks—a 
partnership in losses, so that the fortunate 
will help out the unfortunate, the good 
risks will hold the bag for the bad risks. 
That is a primitive notion, approaching to 
communism, and underlies the modern 
trend toward state insurance. The author 
does not complain of public regulation, for 


OFFICE MANAGEMENT 


Type of Training Required for the 
Modern Office Worker 

This is an address by the Assistant Sec- 
retary of the Provident Mutual Life In- 
surance Company delivered at the Spring 
Conference of the Philadelphia Commerce 
Teachers Association. The author sums 
up his talk by saying that: 1. The number 
of office workers will increase (a table ac- 
companies the article listing the number of 
clerks in 1880 and continuing every ten 
years to 1930). 2. The trend toward larger 
business units together with the increasing 
use of machines will increase the number 
and proportion of specialized, routine jobs. 
3. The growing use of dictating machines 
calls for more typists and fewer stenogra- 
phers. 4. The increasing variety of ma- 
chines used makes it impracticable for the 
schools to give real training in all such 
operations. 5. They can concentrate on de- 
veloping finger dexterity by typing and 
filing. 6. Most of the machine jobs are not 
automatic but need intelligent operation. 
7. Routine jobs are stepping stones to more 
interesting work for the better graduates. 
8. Academic training is a potent factor in 
this progress 9. Give far more attention 
to the development of the various personal 
qualities which will make people well- 
rounded candidates for office work. By 
George D. Wood. N. O. M. A. Forum, 
October, 1935, p. 16:4. 


How Office Form Modernization Is 
Reducing Cierical Costs 

For purposes of expense control, sim- 

plicity of records, multiple use of copies, 

accuracy of information, office and factory 

stationery can be so planned as to give a 


it is necessary, but the insurance business 
suffers exceptionally due to conflicting, of- 
ten antagonistic and retaliatory, regulations 
by different states. 

This address has been prepared in pam- 
phlet form and issued by the above asso- 
ciation of Casualty & Surety Executives in 
New York. 10 pages. 


maximum amount of information with a 
minimum of effort. For example, the 
Standard Brands solicitor’s order form, 
which accompanies the article, has re- 
sulted in considerable saving of time and 
clerical effort in placing orders, shipping 
and billing, and eliminating several re- 
writes of the instructions sent in by the 
salesmen. Office Management, November, 
1935, p. 12:2. 


That First-of-the-Year Raise 


The average company, according to the 
author of this article, is not in a position to 
give a blanket raise to all of its employ- 
ees despite the general improvement in 
business conditions. In fact, he states, it 
seems a bad policy for any company to 
increase salaries at a specific time during 
the year. Mr. Frailey feels that salary 
changes should be staggered throughout the 
year and each one made strictly on the 
basis of individual accomplishment, rather 
than because the business of the company 
happens to be good. By L. E. Frailey. 
American Business and System, December, 
1935, p. 21:3. 


Putting System into Your Filing 
Methods 

Economy consistent with utility is a most 
important factor in planning a filing sys- 
tem. The type of equipment and the initial 
cost are primary considerations in this con- 
nection, states the author, but it is equally 
important that the required duration, or life 
of the various files should be known or 
determined before installing the equipment. 
No records should be retained in either the 
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current files or the archives for one day 
longer than is necessary. Filing space is 
just as valuable as any other space in the 
ofice or plant, and nothing reduces the 
eficiency of a filing department more than 
dead wood in the files. By Dalton J. Little. 
Office Management, November, 1935, p. 
10:3. 


Controllable Costs in Office Materials 
The author outlines a few steps which 
he feels will help in improving control of 
office supplies. They are: 1. Make a list 
of all office supplies used, classifying the 
items according to volume and value. 2. 


For first attention, select those items which 
appear to offer the greatest possibilities for 
expense reduction. 3. Survey the supplies 
offered on the market, selecting the most 
suitable and least expensive substitutes for 
those now being used and make such tests 
as may be necessary. 4. Standardize the 
principal items and record the standards. 
5. Decide on the best purchasing, storing 
and issuing methods and record them. 6. 
Prepare standard instructions covering the 
use of supplies and distribute to clerical 
employees. 7. See that the instructions are 
carried out. By C. U. Stapleton. N. O. 
M. A. Forum, October, 1935, p. 6:8. 


PRODUCTION MANAGEMENT 
General: Promotion, Organization, Policy, Development 


Operating Expenses of 110 Selected 
Food Stores 

Details of operating expenses for a 
$5,000,000 super-market 25 grocery de- 
partments, 25 service stores, 23 cash stores, 
24 cash and service stores and 12 profit- 
making “general stores.” The Progressive 
Grocer, 1935. 44 pages. 


Controlling the Costs of Industrial 
Research 

The author, accountant, Pease Labora- 
tories, Inc., states that the chemical in- 
dustry is in the unique position of being 
the leader in expenditures for scientific 
work and the laggard in expenditures for 
methods research. 

Research costs, he says, have forced their 
attention on chemical executives, and the 
problem of evaluating different types of 
research, as well as projects within each 
type, and selecting those promising the 
maximum net return, has at least been rec- 
ognized. Control of research, he continues, 
on sound financial principles is as welcome 
to the sincere and thoughtful research ex- 
ecutive as it is to the financial executive. 

The first problem which he discusses in 
actual administration of research is whether 
the work should be undertaken by the en- 
terprise itself, or by an outside consultant ; 


in other words, the “buy or make” prob- 
lem. Accurate costing, supplemented by a 
method of valuing the results whose costs 
have been determined, is the second prob- 
lem he discusses. Thirdly, he says a defi- 
nite system of financial administration of 
research must be installed, so that profit 
results are periodically available to man- 
agement as the basis for corrective action. 
By Gilbert Amerman. Chemical Industries, 
December, 1935, p. 535:4. 


Company- or Employee-Owned Cars? 

Shell Petroleum Corporation, St. Louis, 
owns the passenger automobiles used by its 
representatives; in Graton & Knight Com- 
pany, the employees own the cars they 
use on business. 

The chief differences in the two com- 
panies which explain the advantages to 
each of their different plans, are in the 
number of automobiles used—Shell em- 
ploys 1,300 vehicles, Graton & Knight, 35— 
and the company-owned equipment which 
Shell has for fuel and servicing. 

Company-owned cars require a large in- 
vestment, which is not such a disadvan- 
tage to a large concern with abundant 
working capital, says Mr. Coombs, the 
manager of operations at Shell, as it is 
to a small company. The difficulty of regu- 





24 THE MANAGEMENT REVIEW 


lating the use of company cars by employ- 
ees for private business is handled by Shell 
through the use of business coupes, the 
company insignia on the car, and careful 
checking of call sheets. 

Each writer claims that his plan is 
cheaper for his company, and that the cars 
are kept in better condition. The reduction 
in clerical expense brought about by the 
elimination of vehicle cost records is a fea- 
ture of the Graton & Knight plan. E-recu- 
tives Service Bulletin, Metropolitan Life 
Insurance Company, December, 1935, p. 
5:2. 


The National Labor Relations Act 


The author, Dean of the School of Busi- 
ness, The University of Chicago, states in 
his preface that following the enactment 
of the National Labor Relations Act, rep- 


Industrial Economics: 
Immigration 


Wages and Hours of Labor in the Drill- 
ing and Production Branch of the 
Petroleum Industry 

Weekly earnings of employees in the 
drilling and production branch of the 
petroleum industry averaged $28.22 in Aug- 
ust, 1934, and the wage rates then exist- 
ing in the industry represented in general, 
substantial increases over those in force 
prior to code adoption. Average full time 
hours of labor, on the other hand, decreased 
during this period. Monthly Labor Re- 
view, October, 1935, p. 877 :27. 


Labor and the Government 
Professor Slichter speaks of the National 
Labor Relations Act as the reflection of a 
government policy backing labor organi- 
zations for bargaining purposes which 
started with Wilson and developed slowly 
under Coolidge and Hoover. He discusses 
the significance of this general policy, 
which he says will continue to be expressed 
in some form even if this particular act 

should be declared unconstitutional. 
- Just as the unintended result of Section 


Labor and 


resentatives both of employers and of em- 
ployees publicly expressed their views of 
the act, and he believes that there is a 
need for an attempt to bring these points 
of view into juxtaposition and to express 
what may be called the public point of 
view. 

He takes up the scope and philosophy 
of the act, the rights of employees, col- 
lective bargaining representatives, admin- 
istration, and constitutional issues. In his 
summary, he says: “While it contains some 
ill-advised provisions and is subject to crit- 
icism because of certain serious omissions, 
the Act is on the whole a sound piece of 
legislation.” 

The text of the Act is given in the ap- 
pendix. By William H. Spencer. Studies 
in Business Administration. Volume VI, 
Number I, The University of Chicago 
Press, 1935. 98 pages. 


Capital, Legislation, Wage Theory, 


7 of the NIRA was to increase the num- 
ber of company unions and improve per- 
sonnel relations within a company, the 
new law, he points out, may in its imme- 
diate effect strengthen and change the form 
of the company union from a grievance 
adjustment body to an agency bargaining 
over wages, hours, etc.; this evolution will, 
however, in the long run cause many such 
agencies to be absorbed by trade unions. 

Professor Slichter asks these two basic 
questions: Will the practice of collective 
bargaining affect the stability of industry 
and the problems of controlling booms and 
depressions? Will the spread of trade 
unionism make for more conflict or for bet- 
ter cooperation between capital and labor? 

In answer to the first question he says 
that collective bargaining seems likely to 
increase rigidity of wages; consequent 
rigidity in prices is incompatible with stable 
production under capitalism and might re- 
sult in compulsory arbitration. 

In answer to the second question he says 
that the difficulties of developing coopera- 
tion between employers and trade unions 
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are substantial, especially when an industry 
is shrinking, and that cooperation between 
capital and labor may not be in the interest 
of the consuming public. 

On the question of whether there is dan- 
ger of the government dominating the 
trade unions, or the trade unions dominat- 
ing the government, he says: “Owing to 
the weakness of party discipline and the 
absence of responsible party government in 


Labor Relations: 
Arbitration 


Extent and Characteristics of Com- 
pany Unions 

Company unions existed in 593, or 4 per 
cent of the 14,725 establishments which re- 
ported to the Bureau of Labor Statistics in 
a survey conducted in April, 1935. In 97 
of these establishments regular trade 
unions were also functioning. Of a total 
of 1,935,556 workers employed in the 14,725 
establishments covered, 385,954 workers, 
or about 20 per cent, were employed in 
establishments which had company unions 
only, and 144,434, or 7.5 per cent, in estab- 
lishments dealing with both company 
unions and trade unions. Almost 15 per 
cent of the company unions covered in the 
study were established during the war 
period, and 64 per cent were established 
during the period of the NRA. Monthly 
Labor Review, October, 1935, p. 865:12. 


Human Relations Within Industrial 
Groups 

Not only is economic activity showing a 
tendency toward instability, says the au- 
thor, but industrial workers are failing to 
take their place as an integral part of in- 
dustrial society. 

Labor unrest provoked by wages or dis- 
missal of someone in the group, and labor 
unrest manifested in high labor turnover, 
restricted output, or resistance of the em- 
ployee to change can be traced in many 
cases, it is maintained, to a feeling of social 
rather than economic insecurity—a feeling 
of not being a member of a social group—or 
of being a member of an insecure social 


Collective 


Bargaining, 


the United States . . . log-rolling among 
pressure groups, of which organized labor 
will be only one . . . will cause it [the gov- 
ernment] to be used to assist a multitude 
of special interests to exploit the commu- 
nity.” Constitutional change which would 
make possible responsible party govern- 
ment seems, he concludes, the only cure 
for this situation. By Sumner H. Slichter. 
The Yale Review, Winter, 1936, p. 258:17. 


Employee Representation, 


group. The recognition of this condition is 
important in carrying on industrial rela- 
tions, and in introducing changes in the in- 
dustrial situation. 

It is stated that the leaders of industry 
have a twofold duty: The first is to apply 
their professional, logical skills to the fur- 
therance of their economic objectives; their 
second task is to encourage, maintain, and 
direct interpersonal relations, for these pro- 
vide the satisfactions which alone can hold 
the society together, and so retain the pos- 
sibility of economic efficiency. By T. N. 
Whitehead. Harvard Business Review, 
Autumn, 1935, p. 1:13. 


Social Relationships in the Factory: A 
Study of an Industrial Group 

This article describes in detail certain 
aspects of the well-known research at the 
Western Electric Company involving a 
group of five girls. The group was studied 
for a period of five years. Observations 
showed that the morale and efficiency of 
the girls was affected far more by the in- 
terplay of social relationships within the 
group than by changes in external work- 
ing conditions or the physical aspects of 
the job. 

The five girls were chosen from the plant 
at large and taken together for the pur- 
pose of observation. Although they were 
all skilled workers, their production in- 
creased 30 per cent during the time they 
were studied. 

The group attained a high degree of 
social unity and had an acknowledged but 
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unofficial leader. This integration was seri- 
ously disrupted on two occasions: one of 
the girls left the company and was replaced 
by a new girl who, although more popular 
than her predecessor, broke up for awhile 
the integration of the group; the second 
disturbance was caused by a change in the 
seating arrangement of the group. The 
social implications involved in these changes 
are described in detail in the article. By 
T. North Whitehead. The Human Factor, 
November, 1935, p. 381:14. 


We're Not Paternalistic, But— 


A new concern, organized about a year 
ago, went about the process of organiza- 
tion in the usual manner. Manufacturing 
seamless metal tubing, the company pur- 
chased the best equipment available, se- 
lected a small town as a base of operations, 
and then began to look to the labor prob- 
lem. Every man who was hired was inter- 
viewed, and an attempt was made to make 
each worker feel that he was an integral 
part of the organization. Hourly rates ap- 
proximating what would be paid for the 
same work in competitive piants were in- 
stalled. There is no time clock in the 
plant; no starting and stopping whistles ; 
no shop rules; the door to the manager’s 
office is wide open to anyone with a sug- 
gestion or complaint. To date suggestions 


have outnumbered complaints 10 to 1. The 
management believes that one of the prin- 
cipal reasons why the plant has been able 
to quadruple production capacity, and why 
it is making tubing at approximately one- 
sixth of what it was six years ago, is good 
personnel relations. By S. L. Gabel. Fac- 
tory Management and Maintenance, No- 
vember, 1935, p. 467:2. 


The Present Position of Selection Tests 


The author maintains that the most un- 
satisfactory part of selection test technique 
is the occupation analysis, and discusses 
methods by which the analysis may be 
improved. He suggests an analysis of the 
mistakes made and the difficulties encoun- 
tered in the performance of work to sup- 
plement the observation of the operation 
in its normal course ; improvement of direct 
observation of the job, and the use of sta- 
tistics. 

But the working industrial psychologist 
may be unable to use these methods owing 
to practical difficulties. If so, complex 
analogous tests in which the test scores 
are supplemented by observations are likely 
to give the best results. This is illustrated 
by a brief description of a battery of tests 
for chemical workers. By L. S. Hearn- 
shaw. The Human Factor, November, 
1935, p. 395 :9. 


MARKETING MANAGEMENT 


Price Control Stalemate 


Mr. I. W. Digges, of the New York Bar, 
discusses the implications arising from the 
decision (Doubleday, Doran & Co., Inc., 
vs. R. H. Macy & Co.) of the New York 
Supreme Court that the second section of 
New York State’s resale price law is un- 

This statute “authorizes the producer of 
branded articles which are in fair and open 
competition with commedities of the same 
general class produced by others to include 
in sales contracts a provision that the buyer 
will not resell the article except at a price 
fixed by the seller. It is further provided 


by the section under attack that anyone 
wilfully and knowingly selling any such 
commodity at less than the price stipulated 
in such a contract must respond in dam- 
ages to any party injured, though the party 
so selling at the lower price is not a party 
to any contract.” 

The facts of the Macy case are these: 
Doubleday, Doran, the plaintiff, sold cer- 
tain books to the defendant Macy. Later, 
the publisher sold the same books to an- 
other retailer under a contract in which 
the retailer agreed not to resell below a 
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theless, to sell. the books it had purchased 
from the publisher below the minimum re- 
sale price fixed in the contract between 
Doubleday, Doran and the second retailer. 

This decision, says the author, if affirmed 
by the higher courts and definitely estab- 
lished as law, would tend to preclude the 
separate States from passing legislation of 
this nature, and the Federal Government 
likewise would be unable to exercise con- 
trol of resale price policy where intra- 
state business alone would be affected. As- 
suming resale price maintenance laws to be 
desirable, the author continues, the au- 
thority to enact and enforce such laws 
would rest in “No-man’s land.” 

Mr. Digges goes on to discuss the pos- 
sibility of the holding in the Macy case 
being upheld in the Appellate Court. By 
I. W. Digges. Printers’ Ink, December 5, 
1935, p. 15:4. 


The Tragic Waste in Personal Selling— 
How to Overcome It 


For every dollar wasted in advertising 
there are ten dollars wasted in personal 
selling effort, says the President of Buck- 
ley, Dement & Company, Chicago. This 
may be overcome, he claims, when adver- 
tising is made to support the sales effort. 
By Homer J. Buckley. Industrial Market- 
ing, December, 1935, p. 17:4. 


Selling Space in the Sky ... 

The four-point merchandising plan of 
Rockefeller Center is described in this ar- 
ticle by the Director of Public Relations. 
He explains that first an aggressive rental 
force was formed consisting of young men 
with personality, appearance, character and 
a high order of intelligence who concen- 
trated their selling power to leasing space 
to “key” companies in major industrial 
through the natural advantages inherent in 
the location: seven transit lines were ad- 
jacent to the site, steamship piers and rail- 
way stations were close by, and light and 
air, to a remarkable degree, were integral 
in the plan of the Development. The third 
point was to capitalize the benefit the De- 


velopment received from the Rockefeller 
name; and fourth, the Center was widely 
publicized and promoted by its Public Re- 
lations Department, thus creating an in- 
ternationally known business address. By 
Merle Crowell. The Red Barrel, October 
15, 1935, p. 22:6. 


A Program of Marketing Control 


The president of the General Shoe Cor- 
poration (Nashville, Tennessee) outlines 
the program of marketing control under 
which his organization is operating, dis- 
cussing such of its components as supervi- 
sion of sales force, timing of advertising 
and promotion activities, composition of 
sales budgeting, and comparison of sales 
costs. The plan as given here, he explains, 
applies to one type of business and covers 
only the high spots. The important thing, 
he states, is to map out a definite program 
and apply it in order to realize the great- 
est return from the sales effort of the 
marketing organization. By W. M. Jar- 
man. Executives Service Bulletin, Metro- 
politan Life Insurance Company, Novem- 
ber, 1935, p. 1:4. 


The Merchandising Importance of Color 
Selection 


It is obvious that color association is a 
tremendous force in business, according to 
the Vice President and Treasurer of The 
International Printing Ink Corporation. He 
claims that the public recognizes various 
products by the distinctive identification 
supplied through standardized colors or 
wrappers and outlines in this article many 
points showing the importance of color in 
merchandising. By A. Wallace Chauncey. 
Executives Service Bulletin, Metropolitan 
Life Insurance Company, December, 1935, 
p. 1:3. 


Consumer Jury Prejudges Proposed 
Products 


Here is a company which does not spend 
large sums of money to push a product 
only to have it “fizzle” when placed before 
the public, Proceeding cautiously and un- 
der control, they try out their flavors (Life 
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Savers) on a consumer jury which repre- 
sents a cross-section of public opinion, and 
then try them on a small section of the 
market. After the product has been 
through these tests, the company is able 
“to tell with surprising accuracy what will 
happen throughout the country,” and knows 
whether it should heavily publicize the new 
item or abandon it. 


The author describes experiments in 
marketing the wild-cherry and violet fla- 
vors, and Life-Saver cough drops. 

Using this method of testing, it is neces- 
sary, he says, to keep a sufficient number 
of items under test at all times. By Sidney 
W. Edlund. Executives Service Bulletin, 
Metropolitan Life Insurance Company, De- 
cember, 1935, p. 3:2. 


Salesmen: Selection, Training, Compensation 


What Should Salesmen Expect from 
Advertising? 

“There is natural rivalry between sales 
and advertising departments, but funda- 
mentally each realizes that they work best 
as a team. An advertisement cannot get 
a signature on a contract; a salesman can- 
not make his company’s name known to 
millions of people.” 

The author describes advertising which 
has been altered at the suggestion of sales- 
men in order to attract to the coupons real 
prospects for the product, and not curiosity 
seekers. The result in each case was a 
greatly decreased number of returns, and 
no compensating increase in good pros- 
pects. 

A good salesman, says the author, re- 
alizes that the advertising cannot com- 
pletely sell the prospect; that is what the 
salesman is for and if advertising should 
be devised which would do the complete 
selling job—there would no longer be a 
place for the salesman. By John Caples. 
Advertising & Selling, November, 1935, p. 
27 :2. 

Reports from the Field 

The Director of Sales, The Trumbull 
Electric Mfg. Co., describes the kind of 
sales reports his company wanted to re- 
ceive from the field. The procedure must 
be standardized and yet common sense sug- 
gested that expression be kept free. The 
task was to find a compromise, and he 
describes what was finally selected. 

Each salesman sends a very formal and 
standardized weekly report, as well as a 
monthly report in which he writes freely 
and fully of his own interpretation of his 


activities and the sales situation. 

The author sets forth the instructions 
which go with each report, and these very 
clearly indicate the tone which the sales- 
man should take and the comprehensive- 
ness of the report. 

As a result, “We have tried to stimulate 
their thinking—and the reaction is a stim- 
ulation of our own. They commend, and 
generously. They criticize, and freely. 
They suggest new products, new designs, 
and even new markets. They suggest de- 
vices and expedients by which they may 
sell more goods—window displays, counter 
displays, sales presentations.” By Robert 
C. Graves. Printers’ Ink, November 14, 
1935, p. 29:4. 


How We Manufactured Sales Through 
Distributors 


Here the secretary of the Independent 
Pneumatic Tool Company tells how dis- 
tributors’ salesmen can do a selling job 
for the manufacturer’s products whenever 
their sales education is considered on 2 
par with that of the men who go out to 
sell the product directly. By Neil C. Hur- 
ley, Jr. Industrial Marketing, December, 
1935, p. 9:2. 


Selecting a Plan for Compensating 
Salesmen 


This report is a result of numerous sur- 
veys of salesmen’s compensation plans sup- 
plemented by recent published material on 
the subject. 

It covers the aims of the compensation 
plan, the requirements of a good compen- 
sation plan, and the types of compensation 
plans. Salary plans, commission plans, 
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bonus plans, and other combination plans 
are discussed; the relative merits of salary 
and commission types of plans are given; 
the trends in plans are mentioned. 

The effect of the product on the type of 
plan is discussed and the tendency in cer- 
tain lines is brought out—office equipment 
manufacturers, newspaper advertising, 
heavy machinery and industrial equipment 


manufacturers, cracker manufacturers, drug 
wholesalers, automotive equipment whole- 
salers, paper wholesalers, grocery whole- 
salers. 

The effect of the salesman and the rela- 
tion of the accounting system to the selec- 
tion of the plan are also touched upon. 
Policyholders Service Bureau, Metropolitan 
Life Insurance Company, 1935. 28 pages. 
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Monetary Policy and Economic Stabili- 
zation. By Arthur D. Gayer. The Mac- 
millan Company, New York, 1935. 288 
pages. $3.00. 

This inquiry into economic instability is 
approached through an analysis of the 
monetary functioning of the mechanism of 
the United States and Britain since the 
War, with stress on the monetary and non- 
monetary factors. The author appraises 
the various alternatives open to this country 
and the world, and offers specific sugges- 
tions for future policy. 

The author says that stability of the 
wholesale commodity price index can, in 
certain circumstances, be a misleading guide 
in the pursuit of balanced economic de- 
velopment. It is this index, he says, which 
most advocates of monetary stabilization 
have in mind as being the right criterion 
for credit policy when they plead for mone- 
tary stability. The author refuses to iden- 
tify monetary stability with a stationary 
price level, and points out the dangers of 
aiming at such an objective per se to the 
exclusion of other considerations. 


Balancing the Economic Controls. By 
Russell A. Stevenson and Roland S. 
Vaile. The University of Minnesota 
Press, Minneapolis, 1935. 96 pages. 
$1.50. 

The Employment Stabilization Research 
Institute, organized in Minnesota, has for 
the past four years made studies and ex- 
periments in three fields: First a study in 
economics ; second, one in the field of psy- 





chology and education, and third an experi- 
ment in the conduct and administration of 
public employment agencies. 

In the course of this time the Institute 
published 36 monographs and a number of 
articles. The present little volume gives an 
over-all view of the entire project and 
presents it as a unit. 

This report is divided into four parts: 
the first a general discussion of economic 
planning; the second a comprehensive dis- 
cussion of the economic conditions in Min- 
nesota as revealed by the studies and ex- 
periments; in part 3 the problems of bal- 
ance as between government control and 
the free working of the price system are 
considered in the light of the conditions 
described in part 2; in part 4 a program of 
regional economic planning is suggested. 


The Money Revolution. By Sir Charles 
Morgan-Webb. Economic Forum, Inc., 
New York, 1935. 272 pages. $2.00. 
This volume by Sir Charles describes 

the important moves in finance since 1922. 

He outlines the important part money has 

played in the history of nations and the life 

of mankind. After charting the past record 
of money, the book gives an interpretation 
of economic disasters of the past decade. 

The author attempts to explain the revolu- 

tionary concept of the value of money in 

recent years. 

Frank A. Vanderlip, who writes the fore- 
word to the book, commenting on the wide 
variaticns of thought on the understanding 
of money says: “Economists are confused 
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in their thinking and widely divided in their 
conclusions. Few bankers make any pre- 
tense to a scientific understanding and even 
those who have a glimmering are so timid 
about making a public utterance and are 
so fearful of taking any stand in opposi- 
tion to the wishes of the government that 
our natural source of guidance is worthless. 
One-third of our banks have put themselves 
in a position where the government is their 
largest single stockholder, and practically 
all banks are in a thraldom of officialdom 
which silences all bankers.” 


Plant Location. By W. Gerald Holmes. 
McGraw-Hill Book Company, New 
York, 1930. 275 pages. $3.00. 

This book is the outgrowth of the au- 
thor’s experience in the selection of manu- 
facturing plant locations. It is an applica- 
tion of up-to-date methods of scientific 
management to this important problem. 

Part I discusses the factors affecting the 
choice of the general territory, Part II the 
choice of the particular community, and 
Part III the choice of the actual site. 

The book was published in the McGraw- 
Hill Industrial Management Series. 


A Thousand Ways to Make $1,000. 
Edited by F. C. Minaker. The Dart- 
nell Corporation, Chicago, 1936. 478 
pages. $2.50. 

Into this volume have been crowded a 
thousand ideas for making money—all illus- 
trated to be workable and productive. Most 
of the ideas are out of the ordinary, the 
results of necessity and resourcefulness. 
The book is a unique compilation. 


The Dairy Industry and the AAA. By 
John D. Black. The Brookings Institu- 


tion, Washington, D. C., 1935. 520 
pages. $3.00. 

This volume presents an analysis of the 
problems in the dairy industry of the United 
States which the AAA has undertaken to 
resolve since the passage of the Adjust- 
ment Act, in May, 1933. Most of the 
AAA effort in this field has related to fluid 
milk and has involved use of the marketing 


agreement and licensing provisions of the 
Act. 

The early chapters outline the conditions 
in the dairy industry in the period between 
the World War and the Great Depression, 
and in the spring of 1933. Succeeding 
chapters trace the varying fortunes of the 
fluid milk program to June, 1935, and de- 
scribe the experience of the industry in at- 
tempting to develop marketing agreements 
for butter, cheese, and evaporated and skim 
milk. 

Two chapters are devoted to the problem 
of production control in the dairy industry ; 
one section of the book is an analysis of 
the structure of prices within milksheds and 
the relation of this to base-rating, equaliza- 
tion, and other plans for distributing re- 
turns from milk sales between producers. 
Other chapters approach the problem from 
the standpoint of procedure and methods in 
public control. 


The Motor Truck Red Book, 1936 edi- 
tion. Compiled and edited by Edward 
E. Arkin and others. Traffic Publishing 
Company, Inc., New York, 1935. 672 
pages. $7.50. 

This book will be of great use to truck 
operators, traffic managers, shippers, rail- 
roads, lawyers, utility commissions, ware- 
houses and truck terminals. It covers vir- 
tually every phase of motor truck opera- 
tion going into such subjects as: selection 
of motor trucks, financing the sale of 
trucks, operation, operating costs, dimen- 
sional and weight regulations, insurance, 
taxes, tariffs, coordination of trucks and 
railroads, etc. 


The Collapse of Cotton Tenancy. By 
Charles S. Johnson, Edwih R. Embree, 
and W. W. Alexander. The University 
of North Carolina Press, 1935. 77 pages. 
$1.00. 

The authors of this volume present their 
findings and conclusions regarding cotton 
tenancy in the southern cotton belt. They 
have gathered remarkable information 
about the cotton farmers, who, although 
adding a billion dollars annually to the 
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wealth of the world, are the most impover- 
ished and backward of all the large groups 
of producers in America. 

The tenant farmers, according to the au- 
thors, are systematically mulcted by the 
land owners who regard anything “which 
disturbs the dependent status of the cropper 
as undesirable.” 

It is pointed out that the AAA instead of 
aiding the cropper, “assumed many of the 
risks of the land owners, and threw them 
on the tenant.” As a remedy for the con- 
ditions that exist, the volume suggests a 
new distribution of land ownership. 


Introduction to Cataloging and the 
Classification of Books. By Margaret 
Mann. American Library Association, 
Chicago, 1930. 424 pages. $3.00. 

This book is one of the texts prepared 
for the official series of the American Li- 
brary Association. It tells what a catalog 
is and what service it can give, and is de- 
signed not only for those who do the work 
of cataloging but also to convey the prin- 
ciples underlying the production and use 
of a card catalog. 

The discussion is broad enough to cover 
various types of libraries including special 
libraries such as those maintained by com- 
panies to provide the information required 
by their executive staffs. 

The book is intended for students be- 
ginning a study of library work and will be 
found useful by persons without library 
training who find tasks of this nature as- 
signed to them. Such chapters as “The 
Grouping of Books—the Classification 
Schedule” and “The Use of the Card Cata- 
log” are of interest also to those who use 
any library. 


Outposts of Science. By Bernard Jaffe. 
Simon and Schuster, New York, 1935. 
547 pages. $3.75. 

How far has man progressed in his 
understanding of genetics, disease, cancer, 
chemistry, physics, astronomy, etc.? In 
this one volume the author attempts to sur- 
vey the “outposts,” and does so with ex- 
traordinary success. He: touches upon vir- 


tually every field of science, outlines the 
progress that has been made, and describes 
the problems that remain unsolved. In the 
last fifteen years, the author says, amazing 
strides have been made, but the unknown 
seems almost limitless. The book has re- 
ceived widespread endorsement for its re- 
liability, and for effective presentation of 
the facts. 


Legislative Problems. By Robert Luce. 
Houghton Mifflin Company, New York, 
1935. 762 pages. $6.00. 

This is the last of four volumes by Mr. 
Luce on The Science of Legislation. It 
concerns itself with such problems as: 
delegation of power, administrative legisla- 
tion, and the cabinet system. The broad 
underlying principles of government are 
covered. 


Keep Your Wits. By David Seabury. 
Whittlesey House, McGraw-Hill Book 
Company, Inc., New York, 1935. 229 
pages. $2.00. 

Making right decisions is an ability that 
depends largely on states of minds which 
in large measure can be controlled, says 
Mr. Seabury. In this volume he points out 
how a state of mind can control one’s judg- 
ment, d offers many suggestions by 
which the individual can keep a firm rein 
on his mental states. 


The International Protection of Labor. 
By Boutelle Elisworth Lowe. The Mac- 
millan Company, New York, 1935 (re- 
vised edition). 594 pages. $3.50. 

The first edition of this book described 
early efforts for the establishment of inter- 
national labor standards and concluded with 
the Second Session of the International 
Labor Conference at Genoa in 1920. Its 
purpose was to trace the history of the 
international labor movement, to present the 
labor agreements that had resulted there- 
from, and to advocate the direct participa- 
tion of the United States in the formula- 
tion and ratification of international labor 
conventions. 
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The present edition continues this his- 
tory to January, 1935. The account now 
includes sixteen additional sessions of the 
General Conference of the International 
Labor Organization, and the entrance of 
the United States into that organization, 
the allotment to the United States «and 
Soviet Russia of the permanent seats on 
the governing body formerly held by Bel- 
gium and Canada, and the legislative de- 
velopments in the United States in rela- 
tion to American participation in the 
formulation and application of international 
labor conventions or the principles con- 
tained in them. 

The March of Man. Encyclopaedia Britan- 
nica, Inc., Chicago, 1935. $12.00. 

This volume traces man’s march down 
the ages by means of map, chart and pic- 
ture. It is remarkable for the thought de- 
voted to its planning and for the wealth 
of materials it contains. It will be a valu- 
able and useful addition to nearly every 
library. 


Tax Systems of the World. Edited by the 
Tax Research Foundation. Commerce 
Clearing House, Inc., Chicago and New 
York, 1935 (sixth edition). 366 pages. 
$15.00. 

Following the pattern established in 
earlier editions, the sixth edition of Tax 
Systems of the World presents in 200 
large-scale tables a picture of the status of 
taxation the world over. Of interest are 
the tables reflecting the many new tax laws 
and changes enacted by Congress and the 
56 sessions of the 47 states legislatures 
convening in 1935. 

The factual information contained is ar- 
ranged by states and countries, and also 
by types of taxes. Comparative tables 
show which states tax chain stores, the tax 
rate in each, and other pertinent facts. The 
new edition has been enlarged by the inclu- 
sion of 19 new tables covering such matters 
as state, estate, and gift taxes; property 
tax exemptions ; taxation of motor’ carriers; 
limitations on taxation; and the revenue 
produced by various types of taxation. ° 


Editorial direction in preparing the vol- 
ume was given by the’ New York State 
Tax Commission, and many tax authori- 
ties and specialists in this country. and 
abroad aided in compiling the mass of data 
into practical form. 


Politics, Pressures and the Tariff. By 
E. E. Schattschneider. Prentice-Hall, 
Inc., New York, 1935. 301 pages. $2.50. 


American tariff history, says the author, 
is the account of an unsuccessful attempt to 
set up a beneficently discriminatory set of 
privileges, resulting in legislation so indis- 
criminately broad as to destroy the logic 
and. sense of the policy. The very ten- 
dencies that have made the legislation bad, 
have, he adds, made it politically invincible. 

He believes the transformation or perver- 
sion of the protective system has followed 
several principal directions, and that the 
economic benefits of the policy have been 
grossly exaggerated. 

“Tariffs have been applauded as a sov- 
ereign remedy and as a patriotic obligation 
to industry. But the extravagance of this 
enthusiasm has been incompatible with the 
concept of the tariff as a discriminatory 
policy. Protective duties have accordingly 
been given to nearly all who desire them. 
That is to say, the legislation instead of 
being exclusive has become hospitable and 
almost universal.” 

The author says further: “Although the 
benefits and the costs of the protective 
tariff, viewed in their totality, are probably 
very nearly equal, and theoretically the in- 
terests supporting and opposed to the legis- 
lation, are therefore, likewise approxi- 
mately equal, the pressures exerted upon 
Congress are extremely unbalanced. That 
is to say, the pressures the tariff 
are made overwhelming by the fact that the 
opposition is negligible. The biased char- 
acter of the political behavior of economic 
groups makes the protective tariff politically 
feasible, but also raises a problem in 
theory.” 

The volume attempts to describe the 
political behavior of economic groups in the 
tariff revision of 1929-1930. 





